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Abstract 
Issue: The constrains to obtain a capital often involving underprivileged entrepreneurs because it is difficult to get a fund 
from the financial institutions. From a Muslim entrepreneur's perspective, microfinance that offered is consisting element 
of riba and it is prohibited in Islam. As we know, the role of zakat is huge in the economy of the Muslims. So, effective 
zakat distribution system is able to organize and develop society. Especially for Muslim underprivileged entrepreneurs. 
 Purpose of study: This article aims to analyze first, what is the basis for the establishment of zakat distribution law over 
the provision of capital through microfinance? Second, is this distribution potentially to be implemented in Malaysia? 
Methodology: Qualitative data were obtained from document analysis and interview with zakat expertise in Malaysia.  
Main findings: Based on the content analysis on primary data, the findings show that there is a strong legal basis allowing 
zakat distribution through micro-financing. According to scholars' views in Malaysia, the distribution of zakat through 
microfinance has the potential to be implemented in Malaysia.  
Implications: The distribution of zakat is not limited to self- sufficiency even can be distributed through productive zakat 
with the provision of initial capital and revolving capital from zakat funds through microfinance. The provision of working 
capital through microfinance from zakat funds is a long-term goal of zakat.  
Novelty/originality: Yet, there is no zakat distribution is done through microfinance in Malaysia. Therefore, the 
institutions of zakat in Malaysia adopt the Baitul Mal Aceh as a model to apply the granting of working capital in the form 
of micro-financing which is financed from the funds of zakat. Furthermore, scholars in Malaysia also argued that the 
distribution of such method has great potential to be implemented in Malaysia. 
Keywords: zakat funds, microfinance, law, practice, potential. 
INTRODUCTION 
The issue of poverty received serious attention from Prophet Muhammad SAW when His Majesty SAW explained to RA's 
companions that zakat should be distributed to help the poor. Imam Abu Hanifa RA has responded to this call by declaring 
zakat only distributed to the welfare of the poor (Yusuf al-Qaradawi, 2002, Kashim et al. 2015 ). It is also noted by 
Sayyidina Umar al-Khattab RA when he once instructed his zakat officer saying, which means: 
"When distributing zakat to poor people, give to the excess in order to be satisfied, repeat gave it to 
them even if they get a hundred camels" (Abu Ubayd, 2007: 502). 
The problem of poverty is seen very critical because it could undermine the faith of Muslims. So, no wonder if these things 
are so concerned by the Prophet Muhammad in order to protect the religion of his people. Islam has provided some 
financial resources to help Muslims.One of financial resources is obligatory.To help preserve the economic development of 
Muslims, the distribution of zakat to be capable of earning a financial instrument that is effective. Among the financial 
instruments that are free from riba is the provision of business capital through micro-financing funds of zakat (Adnan 
2017). 
Based on the content analysis of the primary data, this article will discuss two parts. First, the basic form of the law of 
zakat distribution through micro-financing. Second, the potential of the implementation of zakat distribution in the form of 
micro-financing. 
DISCUSSION / ANALYSIS  
THE LAW OF MICRO-FINANCING FROM THE FUNDS OF ZAKAT 
 
The proposition of the Qur'an not explain in detail the method of distribution of zakat. In fact, the distribution of the funds 
of the zakah to one group only does not conflict with the word of God ALMIGHTY in surah Al-Taubah verse 60. The 
specialization of the eight eligible recipients of zakat is not meant that the zakat funds should be divided equally even amil 
or the government should distribute them based on the benefits and welfare of the eight asnaf (Sayyid Sabiq, 2009; Kashim 
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et al. 2018). Regard this as the opinion of al-Kasani (2005) that as follows: 
“The discretion of the ruler can be used to determine the method of distribution of zakat”. 
Allah SWT in surah al-Taubah, 9: 60 uttering li and current fi mention to those entitled to receive zakat funds. The 
utterance of li used for the asnaf fakir, poor, amil and converts. While the utterance of fi mentioned twice. The first is for 
slaves and people who owe. The second is fi sabilillah and ibn sabil.  
The use of the utterance li in this verse shows God stating ownership of zakat property is the prerogative of the fakir, poor, 
amil and converts. This group of people has the freedom to use the property that they received in accordance with the 
requirements respectively (Ahmad Ismail Al-Wahidi, 1999; Mohd Izhar Ariff Mohd Kashim et al. 2017,).  
While the use of fi in the distribution of zakat to the slaves, those who owe, fi sabilillah and ibn sabil, most of the Muslim 
scholars (Maliki, Hanafi, Shafii, Hanbali) stating it is related to the betterment of those. They absolutely do not have 
personal rights against such property (Ahmad Ismail Al-Wahidi, 1999). 
Even the fakir, poor, amil and converts have the absolute right against the ownership of the zakat property, but the method 
of transfer of ownership can be customized according to the needs and current situation. Prophet Muhammad SAW gave 
serious attention to the issue of poverty. He SAW has been explained to the companions that zakat should be spent to help 
the poor. Imam Abu Hanifa RA has followed these steps and declared that zakat is only used for the welfare of the poor 
(Yusuf al-Qaradawi, 2002). Accordingly, the Muslim scholars had a consensus that the priority in the distribution of zakat 
is to eradicate poverty. In the field of economics, one of the methods that are worn is through the distribution of zakat 
through zakat productive. 
Shafi'i or Hanbali Scholar were debating the distribution of zakat productive through the provision of working capital.  
Both of the Shafi'i and Hanbali Scholar require working capital to be allocated to the asnaf. Imam al-Nawawi was debating 
specifically about working capital. He concluded, first, working capital can be provided in the form of cash or equipment 
compatible with their respective skills. For example carpentry tools available to carpenter and business capital is provided 
to the merchant or trader. Second, the amount of business capital is distributed correspond to the area of business endeavor. 
Trader of vegetables and fruit for instance as much as five to twenty dinars. Traders of perfumes in a total of one thousand 
dinars, the seller of clothes by as much as two thousand dinars, the money changers of five thousand dinars and the 
business of diamonds a total of ten thousand dinars (al-Nawawi, 1996).  
Imam al-Nawawi (1996) also mention, distribution in the form of investment can be provided to the recipient of zakat that 
is not productive. For example the recipients of zakat who are not able to trade due to permanent pain or no skills even if 
given training, they may be given zakat in the form of investment. The yield from such investments given to them for the 
use of yourself and dependents. Such investments can be turned into the hereditary (Halim, M.A.A. at al. 2015). 
Contemporary Scholars such as Mustafa al-Zarqa (1987) and Yusuf al-Qaradawi (1984) believes that the distribution is 
permissible in the form of investment with minor changes to increase revenue and to cover the fixed incomeof zakat 
recipients. The government is allowed to make investments in manufacturing projects and plantations on behalf of the 
recipients of zakat with the terms of such investment owned by the recipients. In their opinions, zakat distribution through 
micro-financing in the form of contract al-qard al-Hasan, mudaraba and murabaha contract is allowed (Yusuf al-
Qaradawi 2002).This is because the repayment to the government did not mean that zakat funds belong to the government's 
right.The repayment is actually the zakat funds that will be distributed to the other zakat recipients that were little deferred 
receiving it. 
Zakat distribution technique through microfinance is part of the issue in Muamalah. It belongs to a group of legal 
transactions, where there is no evidence in detail (Armiadi Musa Basyah, 2009). Regarding muamalah, Islam is only 
present basic rules, criteria and general principles that are in line with the objectives of the legislation that provides benefits 
and does not bring harm to mankind. Islamic law is derived from ibaha (must) as long as there is no argument against 
it.Therefore, in principle, a variety of transactions, including micro-finance activities of Zakat funds are allowed as long as 
there is no argument against it. But it should not deviate from the Maqasid Shariah which keep the benefit of mankind. 
Previous scholars (Maliki, Hanafi, Shafii, Hanbali) and contemporary scholars (Mustafa al-Zarqa and Yusuf al-Qaradawi) 
had a different opinion about three issues in the distribution of zakat. The first issue aqad at-tamlik. The second issue aqad 
al-quran hasan. The third issue of the investment shares (Armiadi Musa Basyah 2009).  
The first issue is about the ownership of zakat distribution. The previous scholar believes that zakat must be distributed in 
the form of aqad al-tamlik. Thus the property from the zakat received is the absolute property of the recipient of the zakat. 
The contemporary scholar argues in adverse. They say that zakat distribution is not necessarily in the form of aqad al-
tamlik. It can be adapted to the current needs and the current situation. 
The second issue is about the al-qard al-hasan. Previous scholar view that the distribution in the form of one al-qard al-
hasan is not allowed. This is because the property of the zakat became the absolute possession of the recipient of zakat. 
The contemporary scholar argues that one of al-qard al-hasan is allowed even they are in the mutual opinion that akad 
mudharabah also allowed. Both the aqad allowed for the sake of maslahah of the Muslims and the current needs. 
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The first issue and the second issue show the relationship of the utterance of the li and fi which means the transfer of 
ownership in the distribution of zakat. However, the distribution of zakat through micro-financing, repayment to the 
government does not mean that the zakat funds belong to the government. The refund is actually the funds of zakat which 
is redistributed to other recipients of zakat whereas previously slightly delayed receiving it (Armiadi Musa Basyah 2009). 
The third issue is as to the ownership of shares. Previous scholars conclude that the allocation of zakat funds in the form of 
investment shares are not allowed.The investment must be in the form of real investment instead of simply in the form of 
holding title.Contemporary scholars in their opinion about the distribution of zakat in the form share investment owned by 
asnaf are allowed. 
It is clear that microfinance from zakat funds belongs to the ijtihadi problem. According to Yusuf al-Qaradawi (1992), 
zakat distribution techniques are under the jurisdiction of the government. 
Yet as disclosed by al-Qaradawi is based on the government duty, it bound with the care of the maslahah of the people. 
This is based on the method of tasarruf al-imam ‘ala al-ra'iyyah do bi al-maslahah. Thus, even the zakat must be distributed 
immediately, but if there are betterment that the distribution needs to be delayed, the government reserves the right to do it. 
Al-Ru'ayni mentioned in Mawahib al-Jalil:  
"The government may delay the distribution of zakat to the second year if its ijtihad shows such action”(Al-
Ru’ayni, 1995). 
Based on the above argument, the ruler should be practicing ijtihad in the case of zakat distribution techniques as closely 
related to social change.This is closely related to the urf and betterment of those community at a particular time and 
place.Therefore, an element of maslahah ammah (general interest) vary according to differences in the community.This 
suits the nature of universal Sharia itself. The basis adopted by scholars in determining these mechanisms is the Maqasid 
Shariah (Kashim et al. 2018). As long as micro-financing through this zakat funds gives benefit the local community, then 
it can be implemented. Furthermore, there is no nas that forbid it. 
The distribution of zakat through micro-financing is not contrary to the concept of maslahah ammah to be achieved. Zakat 
given through micro-financing to a mustahiq of zakat in a certain amount is to give the opportunity for the mustahiq to 
strive for maximum with the availability of sufficient capital (Adnan et.al 2019). This is to free itself from poverty and in 
the end, mustahiq of zakat through the micro efforts will become muzakki in the future. This in turn will not abuse the 
maslahah of the other individual mustahiq. Microfinancing Capital that been provided will be returned back by the 
mustahiq to the institution of the zakat thus to be channeled back to the other mustahiq zakat.  
Through this micro-financing, Muslims will not be involved with usury (riba) and finally, the objective of zakat which is 
poverty reduction will be achieved. It is inline with maqasid shariah which attract goodness and reject corruption. This 
means, the purposes of Sharia as religious care, soul and glory will be achieved very well. It is more beneficial than 
distributing zakat in the form of consumerism to mustahiq which resulted in the existence of their dependency on the 
distribution of zakat continuously over a year until mustahiq will never get out from poverty  (Adnan 2017). 
Armiadi Musa Basyah (2009) argue that the distribution of zakat in the form of working capital through microcredit is 
categorized in the level of tahsiniyah, the lowest level after hajiyyah and daruriyyah level. Every effort to meet the needs 
of tahsiniyyah is sunat while ignoring the tahsiniyah lead to makruh. That's why micro financing can be done even if the 
zakat collection still have not met the basic requirements for all society. 
Mustahiq who are eligible to receive zakat must meet the criteria that have been set and then monitored by the responsible 
party. This is to ensure the loans provided will be returned. 
According to Muhammad Yasir Yusuf (2010), the effectiveness of micro-financing will be proven when the giving of 
zakat productive is done on an ongoing basis (Zahri Hamat, 2010: Halim, M.A.A., et al 2015). Maslahah in term of 
daruriyyah to the zakat recipients will be resolved slowly. Each zakat recipient which has received productive zakat will 
endeavor and become self-sustained until they are no longer dependent on zakat.When they become independent, thus they 
are free from poverty. This means, the purpose of the Sharia, such as keeping religion, soul and glory achieved very 
well.Therefore, this micro-financing is certainly more useful than the distribution of zakat in the form of subsistence 
resulting depend on zakat forever.These zakat recipients may not escape from poverty. 
Al-Qaradawi (2002), allow using zakat as a debt.He quoted the view of Abu Zahra, 'Abd al-Wahhab Khallaf and Abd al-
Rahman ibn Hasan.They conclude that it is harus to give loans to the needy of the al-Gharimin.These methods should be 
done systematically by creating a special fund. His argument are: 
i. Achieving general maqasid because practically, zakat could contribute in the fight against the ribawi system (usury) 
and the system of conventional banks.  
ii. Qiyas al-Awla toward giving zakat to pay off the debts. If zakat can be used to pay the debt hence the use of zakat in al-
qard al-hasan is preferable which is free from usury to be returned to the bayt al-mal. 
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In addition to the arguments presented, may also be argued by qiyas related to the orphan's property. Some scholars like 
Syafie sects allow it. Even in some condition in certain circumstances by giving a debt is more preferred if it can keep it 
from destroyed. Al-Nawawi said:  
"Should not be for a qadi save it (wadi'ah) if he is able to provide it in the form of debt”(al-Nawawi, 
n.d). 
This is due to the recipient debt responsible for the debt in the form of dhaman. The maslahah is the reason in the extension 
of the debt because it is more beneficial to the orphans. Same with the case of zakat. The government and the officers of 
zakat should be made eligible recipients maslahah (asnaf) as priority. In fact a lot of things that were originally not allowed 
to be done against zakat, but it is allowed if it gives to the betterment of those zakat and zakat recipient. For example the 
fuqaha allow the government or officer to sell the zakat in form of the animal if it is formidable will perish or face the 
threat or facing high meintenance cost (Ibn Qudamah, w.d., al-Nawawi, n.d). 
However, it should be done after achieving some conditions to achieve the targeted maslahah. Maslahah not only concerns 
the recipient of debt, in fact maslahah to other recipients should be also preserved so that they do not drop out. The 
implementing should be granting of credit from the money of zakat should be ensured a few things: 
1. Must be able to guarantee that debt able to be paid. The scholars that allowing the qadi to give a debt from the property 
of the orphan, requires that the debt shall be given to the trust and not the poor (al-yasar). However this can be 
accommodated by requiring a guarantee (it) against the debt assigned. 
2. The granting of the credit of the charity must not cause the asnaf zakat hindered from receiving their rights. Therefore, 
it could not be implemented unless the zakat accumulated can be distributed to recipients fairly.  
3. The government should find other alternatives to help the small entrepreneurs to improve their business and does not 
make zakat as a target to solve the problems faced especially when there are still many recipients who need it. 
The argument above shows that the contemporary scholars concerned on the maqasid zakat itself, in accordance with 
mentioned by Ibn Qayyim al-Jawzi (1975) that; what changed and difference verdicts are according to the changes of 
place, time, state of society, the intention and the custom of habit. They argued that the distribution of zakat through micro-
financing in the form of al-qard al-hasan, akad mudarabah and akad murabahah is allowed (Yusuf al-Qaradawi, 2002). 
THE POTENTIAL OF IMPLEMENTATION IN MALAYSIA 
All the informants of the study argued this method has the potential to be implemented in Malaysia. This is based on the 
analysis of the interviews. They divide into three issues. First, the source of funds. Second, the sector potential. Third, an 
appropriate mechanism. 
The Source of Funds 
Yusof Al-Qaradawi (2002), argued that microfinance can be given to people in need that are taken from the ghārimīn. 
According to him, if the debt can be paid using the funds of zakat, not to mention give micro-financing without riba to the 
people in need (Mohd Izhar Ariff Mohd Kashim et al. 2017). 
An academician considered this method the potential funds are taken from a particular provision source. That funds can 
be taken from some parts of asnaf. For example, the right of amil. The amil provision can be taken as the distribution to 
amil because it is based on incentives and motivation. In this case, amil would take his part of his rights and the balance 
amount been included in the special fund for microcredit. With such funds, microcredit can be given to all groups of 
asnaf. 
Besides, another academician argued that the source for microcredit taken from the zakat investment. He stated that the 
funds should be invested to do a certain project. Some academicians also argued that micro-credit sources can be drawn 
from the excess of zakat funds. This process should be done after all the rights of asnaf of zakat being fulfilled. 
This clearly shows there are a variety of resources that can be taken for zakat distribution in the form of micro -
financing. The source of funds can not be taken from the right of the asnaf fakir itself as the asnaf fakir has the right of 
absolute ownership against the property of zakat. Thus, it is better to create this special source can be provided as funds 
for micro-credit. However, if no special resources exist, resources should be taken either from asnaf amil, asnaf 
gharimin or asnaf which have not existed in Malaysia such as asnaf al-riqab. 
Potential sectors 
There are many sectors that have the potential to be given capital in the form of micro-financing. Among them are 
business, agriculture, agro-industry, fisheries, naval, manufacturing, skills, and education (Nurul Ilyana Muhd Adnan 
2015; Husni, A.M. et al 2012). 
The field of business has potential because there are many eligible recipients who are interested in doing business. Yet 
they have no or less start-up capital. Furthermore, this distribution is as an encouragement to the Muslims to have skills in 
the field of business. The aim to be on par and able to compete with non-Muslims. 
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The board of zakat should identify areas of business potential for the given loan capital. For example, business food, 
drinks, fruit, chips, vegetables, the result of livestock and other that have a commercial value. Apart from the field of 
business, field of expertise also has the potential to be the capital. 
In addition, the agro-industry sector is one area that has the potential to be developed. This is because most of the Muslim 
community, especially the Malays are more involved in agriculture. Thus, farmers at least able to sell their farming 
products. Thus, if the field of agro-industries can be expanded, so that the funds. It should not just focus on one area only. 
For examples, hydro plant vegetables or plants with commercial value, poultry, and fish farming. 
An academician also suggested that the field of education also has the potential for micro-credit process. Although there is 
an educational incentive provided by the institution of zakat, however, if the student needs additional money, they can get 
a loan. This is for the moral and financial support to underprivileged students. 
Besides, the field of construction also has the potential to be short-term capital. The availability of micro-financing from the 
funds of zakat, a construction project which is insufficient money can be assisted. This will save the time of 
construction and avoid being suspended. 
There is also the suggestion that recommended that the micro-financing is also given to whom intended to perform hajj 
but their savings are insufficient from the limits that were set by the Board of Tabung Haji. The financing of the micro 
can be used as a substitute alternative for credit card. In other words, the congregation can spend first then they pay by 
the way was set. It is like taking the tricks of the credit card operations such as bay’ inah, tawarru’ and so on but 
implemented in the form of micro-financing. 
This clearly shows that this sector eligible to be included in this zakat funds, particularly in Malaysia. Thus, the 
institution of zakat desirable to provide capital assistance in such. This is to help the asnaf who are qualified. 
In addition, the funds of zakat will be growing with the availability of the method of distribution through micro -
financing. The community, in turn, will be able to see the results from the funds of zakat, without any assumption where 
the zakat funds delivered to.  
This shows that this is not an impossible thing but it is something that is necessary. Society would able to see the progress of 
the zakat distribution. The improvement of the zakat funds distribution should also improve the sustainability of the Muslims 
community, as well as the national economy. 
Appropriate mechanisms 
Based on the above discussion, it turns out the distribution of the funds of zakat in the form of microfinance has great potential 
to be implemented in Malaysia. Nevertheless, it should be scrutinized and discussed what are the appropriate mechanisms to 
be implemented. The purpose is to avoid any issues arise later. 
There are some suggestions for the financing of micro-financing that can be applied by the institutions of zakat in Malaysia. 
First, giving zakat in the form of capital or business needs. The common business will get financing covering the food 
industry, tailoring, and livestock. 
Second, the institutions of zakat cooperate with the other bodies set up a board of a production contract, based on the 
results that be guaranteed from the terms of its marketing. The selected recipients will be working on the project in groups 
and part of their earnings will be used to pay back the initial capital of the project as agreed in the agreement. 
Third, the institutions of zakat without the cooperation of external parties provide for the needs of large-scale business and 
choose the asnaf who are eligible to work on it. Those who really qualified will only operate it. They are required to make 
the repayment over the initial capital provision of the needs of the business. If they fail, they will be disqualified from the 
program and business facilities will be withdrawn. 
Qard Al-Hasan 
This application requires the amil acts as the party giving the debt (the creditors) while the mustahiq act as the party to 
borrow (the debtor). Amil lends a sum of money to mustahiq as start-up capital incondition the mustahiq needs to pay 
back the loan. Such loans can be pay in installments according to the ability of the mustahiq. Refunds are charged without 
any interest within a certain period that has been set. 
The refund money will be distributed immediately to the other mustahiq who been deferred earlier. This means the money 
payments that do not belong to Baitul Mal or amil. It remains a proprietary of mustahiq as the twisting funds. Amil only 
works as a facilitator. 
The method of qard al-hasan is can be implemented. This is because such loans are non-interest bearing loans. It does not 
burden the borrowers because they only need to pay the capital money. 
This method has also been applied by MAIM (Islamic Religious Council Malacca). They give the loan capital to eligible 
recipients who qualify the form of qard al-hasan. He also says the asnaf who borrow are not overload and are able to 
repay as concluded in the agreement. Payback also growing every year.  
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The institutions of zakat can provide micro-financing in the form of qard al-hasan which is granting the loan without 
being charged by any additional fee for the business sector. Yet, they can be charged for a service fee. Such payments 
must be in actual costs to provide such services (Abdul Rahim Abdul Rahman, 2010: Kashim, M.I.A.M. e tal 2018). 
Qard al-hasan also can be implemented in agricultural sector. The zakat funds been distributed to the participants in the 
form of subsistence while awaiting for the harvesting season. The harvests can be various, for instance rice or commercial 
such as oil palm, vegetables hydroponic; where the installment of the working capital that is taken must be fully paid. For 
those who are not able to pay in full amount, then the installments are being made accordingly to their ability. Farmers 
have been able to expand agricultural areas with the improvement of income and standard of living. 
Apart from that, the sector of animal husbandry can also be given capital in the form of micro-financing. For example, 
poultry farming, fish farming, goat and so on. 
CONCLUSION 
Zakat distribution through micro-financing is one of the investment mechanisms directly related to the poor and destitute. 
This kind of practice belong to the cluster of muamalah which is the law is not clearly discussed by the nas, which is  need 
to the ijtihad of the scholars’ to fulfill the requirements of the human’s life;  covering the ages, place, situation and 
condition of the community in order to create maslahah for the recipients of zakat in particularly small traders. 
Zakat distribution in the form of working capital through micro-credit is not contrary to the theory of Maslahah. The 
availability of working capital is enough, where the small entrepreneurs will be able to extricate themselves out of poverty 
and will eventually become the payers of zakat.  
In addition, the institutions of zakat in Malaysia can make the Baitul Mal Aceh as a model to apply the granting of working 
capital in the form of micro-financing which is financed from the funds of zakat. Not to mention, this program is very 
successful in Aceh. Furthermore, scholars in Malaysia also argued that the distribution of such method has great potential 
to be implemented in Malaysia. 
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